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MVEMORANDUM OPI NI ON

PONELL, Special Trial Judge: This case was heard pursuant

to the provisions of section 7443A(b)(3) and Rul es 180, 181, and
183.1

Respondent determ ned a deficiency in petitioners' 1993
Federal income tax in the amount of $2,213. The sole issue is

whet her certain anounts received by petitioners qualify for

1 Unless otherw se indicated, section references are to the
I nternal Revenue Code in effect for the year in issue, and Rule
references are to the Tax Court Rules of Practice and Procedure.
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exenption as a qualified scholarship under section 117.
Petitioners resided in Omngs MIls, Maryland, when the petition
was fil ed.

The facts may be summari zed as follows. Mchael B. Streiff
(petitioner) is a nmedical doctor. During 1993, petitioner was
engaged in a program at Johns Hopkins University School of
Medi ci ne (Johns Hopkins) "to train bionedical
scientist/postdoctoral fellows in hematol ogy research.” During
1993, petitioner received a stipend in the anount of $14,750 as a
fell owship grant fromthe National Institutes of Health (N H).
The purpose of the grant was to provide financial support for
postdoctoral fellows interested in pursuing academ c experi nmental
hemat ol ogy. The grant was not contingent upon any services for
or obligations to NIH or Johns Hopkins. Petitioner spent
approximately 50 hours a week in the | aboratory at Johns Hopki ns
wor ki ng on research. Petitioner was not a candidate for a degree
at Johns Hopki ns.

During 1993, petitioner was also fulfilling the requirenents
to becone board certified in hematol ogy and nedi cal oncol ogy.

To qualify for the board exans, petitioner was required to
conplete 18 nonths of experience with inpatient treatnent in
hemat ol ogy and oncol ogy and 24 nont hs of experience with
outpatient treatnent. During 1993, petitioner spent 2-1/2 days

per week in a clinic as part of his outpatient experience
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requi renment. The board certification process was separate from
t he hematol ogy training program
On their joint 1993 Federal incone tax return, petitioners
did not include in incone the $14, 750 fell owship grant received
fromN H Respondent determ ned that the grant was includable in
i ncone.

Di scussi on

Section 61(a) defines gross incone to nean all inconme from
what ever source derived. The internal revenue statutes and/or
case | aw, however, have recognized in one form or another an
exenption for financial aid to persons pursuing education goals.

See Spiegelnman v. Conm ssioner, 102 T.C. 394 (1994). Prior to

1986, the exenption fromincone of scholarship or fellowship
paynments focused basically on whether the recipient was required
to performservices or to provide a benefit for another in a quid
pro quo arrangenent. [d. at 399-402. The pre-1986 section 117
was anended by section 123 of the Tax Reform Act of 1986, Pub. L
99-514, 100 Stat. 2085, 2112. The 1986 change was designed to
shift the focus of the tax exenption to the use of the funds.
The | egislative history highlights the congressional intent:
The comm ttee believes that the exclusion for schol arships
shoul d be targeted specifically for the purpose of
educational benefits, and should not enconpass other itens
whi ch woul d ot herw se constitute nondeducti bl e personal

expenses. [H Rept. 99-426, at 100 (1985), 1986-3 C. B
(Vol. 2) 1, 100.]
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Section 117(a) exenpts fromgross incone "any anount
received as a qualified scholarship by an individual who is a
candi date for a degree at an educational organization descri bed
in section 170(b) (1) (A (ii)." A "qualified schol arship" neans
"any anount received by an individual as a schol arship or
fell owship grant to the extent * * * that * * * such anount was
used for qualified tuition and rel ated expenses." Sec.
117(b)(1). Qualified tuition and related expenses are limted to
"tuition and fees required for the enrollnent” and "fees, books,
supplies, and equi pnent required for courses of instruction”
Sec. 117(b)(2). For purposes here, we primarily are concerned
with two requirenments of section 117--viz, whether petitioner
qualifies as a candidate for a degree and whet her anmounts
recei ved were used for "qualified tuition and rel ated expenses".

A. Candidate for a Degree

The parties stipulated that petitioner was not a candi date
for a degree in 1993. Odinarily this would end the matter.
Petitioner argues, however, that the requirenents necessary for
board certification in hematol ogy and nedi cal oncol ogy shoul d be
viewed as the equivalent of a candidacy for a degree for purposes
of section 117. Petitioner relies on an exanple given by the
proposed regul ati ons:

Exanple (2). B is a scholarship student during academ c

year 1987-1988 at Technical School V located in State W B

is enrolled in a programto train individuals to becone data

processors. Vis authorized by State Wto provide this
program and is accredited by an appropriate accreditation
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agency. B is a candidate for a degree for purposes of this

section. Thus, B may exclude fromgross incone any anobunt

received as a qualified scholarship, subject to the rules

set forth in paragraph (d) of this section. [Sec. 1.117-

6(c)(6), Proposed Incone Tax Regs., 53 Fed. Reg. 21692 (June

9, 1988).]
Petitioner contends that his situation is anal ogous to the
exanpl e provided by the regulations. Petitioner argues that,
whil e he was not receiving a degree, he was receiving training
that would qualify himfor board certification, the equival ent of
nmeeti ng vocational training requirenents.

Initially we note that these are proposed regul ati ons and
are essentially wthout precedential value. See Laglia v.

Commi ssioner, 88 T.C. 894, 897 (1987), and cases cited therein.

But, even if we were to accept the validity of the position
espoused in the proposed regul ations, petitioner does not neet
the requirenents. The grant was for financial support while
petitioner was engaged in hematol ogy research, not for the board
certification process. As stipulated by the parties,
petitioner's board certification process was separate fromthe
grant. The grant neither requires nor contenplates that
petitioner will be involved in the process of achieving board
certification or any other type of training program

In addition, even if we were to accept petitioner's argunent
that the grant is sonehow |inked to the board certification
process, the board would have to neet the definitional

requi renents of an "educational organi zation" as provi ded by
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section 170(b)(1)(A) (ii). Section 170(b)(1)(A)(ii) defines an
educational organization as an organi zation that "normally

mai ntains a regular faculty and curriculumand normally has a
regularly enrolled body of pupils or students in attendance at
the place where its educational activities are regularly carried
on". Board certification is awarded by the American Board of

I nternal Medicine (Board). As far as we know, the Board does not
mai ntain a curriculum does not maintain a regular faculty, and
does not have a student body. The Board is not an educati onal
organi zation as defined by section 170(b) (1) (A (ii).?

B. CQualified Tuition and Rel ated Expenses

Section 117(b)(1) requires that qualified anounts be given
and used for tuition or tuition-related expenses. 1In
petitioner's case the funds were given for financial support, not
for tuition or rel ated expenses. Indeed, it appears that
petitioner had no such expenses. The anounts received by
petitioner fromthe grant were not anounts received as a
qual i fied schol arshi p under section 117(b)(1).

C. Case Law

Despite the fact that petitioner fails to neet the statutory

requi renents of section 117, petitioner insists that the anmounts

he received are exenpt under case law. Petitioners argue that

2 Petitioners al so suggest that Johns Hopkins should be viewed
as the entity which provides the grant. Petitioner, however, was
clearly not a degree candi date at Johns Hopki ns.
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petitioner nmeets the criteria for exenption established by

Bi eberdorf v. Comm ssioner, 60 T.C. 114 (1973), and Bailey v.

Commi ssioner, 60 T.C 447 (1973). The facts in both Bieberdorf

and Bailey are anal ogous to those of the present case. |In
Bi eberdorf the taxpayer was a nedi cal doctor who received a grant
fromNHfor research in gastroenterology. |In Bailey the
t axpayer was a nedi cal doctor who received a grant from N H as
part of a training programin cardiorenal research. In both
cases, the anount of tine spent in activities for the benefit of
the hospital was deened de mnims conpared to the anount of tine
spent in research and training related to the grants, and we held
that the taxpayers qualified for exenption under the pre-1986
section 117.

We may agree that petitioner neets the requirenents of
Bi eberdorf and Bailey. The problemis that these cases were
deci ded under different statutory provisions. By the 1986
anendnents, Congress adopted a different statutory schene
requiring that the funds nust be used by degree candi dates for
qualified tuition and rel ated expenses. Qur holdings in
Bi eberdorf and Bailey are not gernane to the provisions of

section 117 that apply here. Consequently, Bieberdorf and Bail ey

are not reliable precedent.
As a final matter, petitioner urges us to | ook beyond the
text of the statute and, as a public policy natter, allow the

grant to be exenpt. It is for Congress to resol ve tension



- 8 -
between tax policies, and we apply the [ aw that Congress wites.
The | anguage of the statute is plain and unanbi guous. The only
function of the Court, therefore, is to apply the statute

according to its language. United States v. Ron Pair Enters.,

Inc., 489 U.S. 235, 241 (1989).

Deci sion will be entered

for respondent.




